Risk Aversion and Allocation to Long-Term Bonds by Wachter, Jessica A
University of Pennsylvania
ScholarlyCommons
Finance Papers Wharton Faculty Research
2003
Risk Aversion and Allocation to Long-Term Bonds
Jessica A. Wachter
University of Pennsylvania
Follow this and additional works at: http://repository.upenn.edu/fnce_papers
Part of the Economic Theory Commons, and the Finance and Financial Management Commons
At the time of publication, author Jessica A. Wachter was affiliated with New York University. Currently, she is a faculty member at the Wharton School
at the University of Pennsylvania.
This paper is posted at ScholarlyCommons. http://repository.upenn.edu/fnce_papers/393
For more information, please contact repository@pobox.upenn.edu.
Recommended Citation
Wachter, J. A. (2003). Risk Aversion and Allocation to Long-Term Bonds. Journal of Economic Theory, 112 (2), 325-333.
http://dx.doi.org/10.1016/S0022-0531(03)00062-0
Risk Aversion and Allocation to Long-Term Bonds
Abstract
As risk aversion approaches infinity, the portfolio of an investor with utility over consumption at time T is
shown to converge to the portfolio consisting entirely of a bond maturing at time T. Previous work on bond
allocation requires a specific model for equities, the term structure, and the investor's utility function. In
contrast, the only substantive assumption required for the analysis in this paper is that markets are complete.
The result, which holds regardless of the underlying investment opportunities and the utility function,
formalizes the “preferred habitat” intuition of Modigliani and Sutch (Amer. Econom. Rev. 56 (1966) 178).
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